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Corporate Profile 


Our Mission 


Kmart will become the discount store of choice for low- 
and middle-income households by satisfying their routine 
and seasonal shopping needs as well as or better than 
the competition. 


Kmart Corporation is one of the nation's largest discount retailers and one of the world's largest mass 
merchandise retailers. Through 2,171 stores known as Big Kmart, Super Kmart and Kmart, the giant 
retailer serves all 50 of the United States as well as Puerto Rico, the U.S. Virgin Islands and Guam. 
Kmart is known for offering quality merchandise, low prices and convenient shopping. For the location 
of the nearest Big Kmart, Super Kmart or Kmart, call 1-800-866-0086. 

Kmart Corporation is based in Troy, Michigan, U.SA 

More can be learned about Kmart on the Internet at http://www.bluelight.com under 
the "About Kmort" section. 
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(Dollars in millions, except per share and square foot data) 



1999 

1998 

1997 

1996 

Operational Data 

Sales 

$ 35,925 

S 33,674 

$32,183 

$31,437 

Sales per square foot 

$ 233 

$ 222 

$ 211 

$ 201 

Gross margin rate 

21.8% 

21.8% 

21.8% 

22.4% 

SG&A percent of sales 

18.2% 

18.5% 

19.1% 

19.9% 

Net income from continuing operations 

$ 633 

S 518 

$ 249 

$ 231 

Net income (loss) 

$ 403 

S 518 

$ 249 

$ (220) 

Diluted EPS from continuing operations 

$ 1.22 

$ 1.01 

$ 0.51 

$ 0.48 

Diluted earnings (loss) per share 

$ 0.81 

S 1.01 

$ 0.51 

$ (0.45) 

EBITDA 

$ 2,031 

S 1,739 

$ 1,441 

$ 1,437 

Book value per share 

$ 13.10 

$ 12.12 

$ 11.15 

$ 10.51 

U.S. Kmart Number of Stores 

Big Kmart 

1,860 

1,245 

670 

185 

Traditional Kmart 

206 

814 

1,367 

1,853 

Super Kmart 

105 

102 

99 

96 

Total number of U.S. Kmart stores 

2,171 

2,161 

2,136 

2,134 



As a Special Thank You 
to Kmart Shareholders, 
we invite you to subscribe 
to BlueLight.corn's Totally 
Free Internet Service. 


At BlueLight.com, the savings begin the minute you subscribe, 


BlueLight.com offers Totally Free Internet access and features a 
comprehensive suite of co-branded Yahoo! services to people 
across the country. Coming this summer, a full, online BlueLight.com 
shopping destination will offer a wide variety of goods and services, 


Kmart Shareholders can call 1-888-945-9255 for a free CD-ROM 
that will be sent to your home immediately. Or, if more convenient, 
you can download the free Internet software from www.bluelight.com 
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Kmart will become the discount store of choice for low- 
and middle-income households by satisfying their routine 
and seasonal shopping needs as well as or better than 
the competition. 
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Kmart Corporation is one of the nation's largest discount retailers and one of the world's largest mass 
merchandise retailers. Through 2,171 stores known as Big Kmart, Super Kmart and Kmart, the giant 
retailer serves all 50 of the United States as well as Puerto Rico, the U.S. Virgin Islands and Guam. 
Kmart is known for offering quality merchandise, low prices and convenient shopping. For the location 
of the nearest Big Kmart, Super Kmart or Kmart, call 1-800-866-0086. 


Kmart Corporation is based in Troy, Michigan, U.S.A. 
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1,853 

Super Kmart 

105 

102 

99 

96 

Total number of U.S. Kmart stores 

2,171 

2,161 

2,136 

2,134 


Sales per Square Foot 



Earnings Per Share from 
Continuing Operations (,) 



Gross Margin Rate 



U.S. Kmart Stores 


SG&A Expenses as a Percent of Sales 

20 % 19 . 9 % 



'96 '97 '98 '99 



01 1998 and 1997 earnings adjusted for charges related to Voluntary Early Retirement Programs of $13 million and $81 million, respectively. 
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To Our Shareholders 



"As Kmart Corporation 
celebrated a century 
of retailing, we 
reached new levels of 
customer acceptability 
and preference." 


Floyd Hall 

Chairman, President and 
Chief Executive Officer 


1999 was a year of significant progress and new 
beginnings. As Kmart Corporation celebrated a 
century of retailing, we reached new levels of 
customer acceptability and preference. 

With a rejuvenated store base, an unending dedication 
to improving merchandise quality, assortments, value 
and services, we are transforming and revitalizing 
our Company so that we can capitalize on a multitude 
of opportunities in the new millennium. Change and 
adapting to new ideas will be the pillars of our future. 

There is no better example of our commitment to new 
beginnings than the precedent-setting strategy of 
BlueLight.com. By partnering with SOFTBANK Venture 
Capital, who provides technical expertise, experienced 
personnel and initial capital, we are creating a 
world-class E-commerce site. It will be fast, easy 
to use, reliable and will excel in its vast array of 
value-priced products, information and services. 
Combined with Kmart's purchasing power, database 
of 100 million households, promotional strength 
and retail stores, we are uniquely positioned to fully 
capitalize on E-commerce and business-to-business 
opportunities around the globe. By offering on-line 
shopping and totally free Internet access, we are 
creating a new paradigm in mass retailing and the 
dynamic world of E-commerce. In its first 90 days 
of operation, more than one million people subscribed 
to BlueLight.com, making it the fastest growing 
Internet Service Provider in history, free or for a fee. 

It is this same spirit of innovation, continuous improve¬ 
ment and growth that inspired our recent addition of 
1,000 items to the Martha Stewart Everyday Garden 
line. No one in mass retailing has ever captured the 
opportunity of a private label brand the way Kmart 
has with Martha Stewart Everyday. Starting with a 


"good, better, best" bed and bath assortment in home 
fashions in 1997, today Martha Stewart Everyday 
is nearly a billion dollar brand for our Company. 

This Fall, we will introduce an impressive new Martha 
Stewart Everyday kitchen and tabletop collection 
that will be one of the most exciting offerings ever 
debuted in the housewares industry. 

Our mandate in the year and century ahead is to 
create sustainable growth that profitably leverages 
all of the core strengths of the Company. Our progress 
to date reflects our transition from turnaround to 
growth, and embodies the support we enjoy from 
our customers, shareholders, suppliers, associates 
and the communities we serve. In every pursuit, 
we will be guided by our vast retail experience, 
knowing that customer satisfaction is synonymous 
with creating shareholder value. 

1999 Results of Operations 

In 1999, we extended our string of earnings increases 
to 15 consecutive quarters, reporting fourth quarter 
net income from continuing operations of $412 million, 
or $0.77 per diluted share. For the 1999 full year, 
net income before non-recurring charges was 
$633 million, or $1.22 diluted earnings per share, 
a 19 percent increase from continuing operations. 

Average annual store sales rose to $233 per square 
foot, our highest level ever. Total consolidated 
sales for the year were up 6.6 percent, our best 
performance since 1995. Comparable store sales 
rose 4.8 percent for the year. Our actions to build 
consumer loyalty and increase market share by 
offering lower everyday and promotional prices 
are clearly working. 
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Kmart's overall performance improvement largely reflects the significant gains we have 
made in improving the quality of our stores and our total merchandise assortment. 


Gross margins were flat year over year at 21.8 percent 
of sales. In spite of competitive pricing pressures, 
productivity efficiencies as well as increased 
sales of private label and import goods, offset 
retail price reductions. 

Our ratio of selling, general and administrative 
expenses (SG&A) decreased to a historic low of 
18.2 percent of sales for the year. We accomplished 
this despite upwardly spiraling costs, such as 
greater new store opening expenses, higher levels 
of depreciation resulting from the Big Kmart 
conversions as well as increases in wages due to 
the tight job market in many communities we serve. 
Our efforts to be a low-cost operator are paying 
off and help to assure a degree of protection in 
the event of an economic downturn. 

During 1999, we also implemented a new arrangement 
with SUPERVALU and Fleming to distribute nearly 
$4 billion in grocery-related goods to our stores. 

Our massive joint purchasing power and attendant 
synergies are further enhanced with tailored 
improvements in the assortment of regional products 
we offer shoppers. Additionally, the arrangement 
reduces carton counts in Kmart's distribution centers 
by approximately 30 percent, allowing us to decrease 
inventory levels while freeing up more space to 
process higher margin goods. 

In 1999 we also moved forward with the three-year, 

SI billion stock repurchase plan announced at 
last year's Annual Shareholders' Meeting. In total, 
Kmart acquired 17 million common shares through 
open market and other purchases for a total of 
$200 million, or about 3 percent of the outstanding 
common shares. Over the coming two years, with 
Board approval, we will repurchase additional 
shares as excess free cash permits. 
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Store Operations: Progress and 
Opportunity 

Kmart's overall performance improvement largely 
reflects the significant gains we have made in 
improving the quality of our stores and our total 
merchandise assortment. The dollar value of 
each customer transaction is up as shoppers spend 
more each time they visit their nearest store. 

Higher sales per visit is our primary measure for 
evaluating customer satisfaction. 

Our store base is in the best shape ever after an 
unprecedented, three-year renovation effort. In 
1999, 588 stores were converted to the new Big 
Kmart format, bringing the total to 1,860. We will 
complete our massive store refurbishment process 
during the first half of 2000 as we update 150 
smaller stores to a "best of Big Kmart" prototype. 

With projected discount channel growth over the next 
five years of approximately 9.5 percent, we believe 
there is opportunity to achieve greater sales in each 
of our stores and ample room in the market to 
grow our store base with the right prototype in the 
right locations. Our strategy is to pursue a course 
of conservative and profitable store growth. 

In the year ahead, we plan to open 20 to 25 new 
Big Kmarts, expand another 12 to 15 existing units 
and add five new Super Kmarts. We plan to pick 
up the pace in 2001 by adding 30 Big Kmarts, 
expanding another 11 stores and opening 20 new 
Super Kmarts. Then, in 2002, 20 more Big Kmarts 
and 20 expansions are planned, along with 50 new 
Super Kmart openings. 









To make our operations more efficient, we will 
make additional capital investments in technology. 
For example, in 2000, all stores nationwide will 
receive new scanners and "backroom" computer 
systems. About 300 of our highest volume stores 
will get new point-of-sale register systems. We 
will expand two Kmart distribution centers, add 


Commitment to Growth 

The opportunities for growth through our retail stores 
and BlueLight.com, as well as the rapidly emerging 
opportunities within key merchandise categories, give 
us every reason to believe that we can continue to 
post double-digit earnings growth. Doing so will 


The opportunities for growth through our retail stores and BlueLight.com, as well as the rapidly 
emerging opportunities within key merchandise categories, give us every reason to believe that 
we can continue to post double-digit earnings growth. 



new dual-sorter equipment and warehouse 
management technology to improve the flow 
of merchandise. Improving our in-stock positions 
while simultaneously increasing inventory turnover 
remains a major challenge and will continue to 
receive our undivided attention. 


Merchandising: National Brands, 
Exclusive Offerings 

We are committed to featuring a broad assortment 
of dominant national brands in every department. 

At the same time, in departments such as apparel, 
home fashions, lawn and garden, commodities, 
housewares and others, we are developing exclusive 
brands that offer consumers exceptional quality, 
styling and value. 

Our house brands - such as Route 66, Jadyn Smith, 
Kathy Ireland, Sesame Street, Martha Stewart 
Everyday, Thom McAn and American Fare - are 
generating major sales increases year over year, 
as well as ever-increasing customer loyalty. Their 
distinct styling and never-compromised quality help 
Kmart stand out as a destination for great products 
that offer remarkable value. More details about 
the impressive growth and breadth of our exclusive 
brands are shared on pages 8 -11 in this report. 


require our steadfast attention to the fundamentals 
of our core business, even as we invest in new 
technologies and innovation critical to our future. 

Your Board of Directors and management team 
remain committed to a course of retail excellence, 
which will enable us to enhance shareholder value 
by building consumer loyalty. Our standards and 
expectations are and will remain high. We are 
fortified by the dedication of our 275,000 associates 
who we solute for helping us make Kmart a better 
company and a better place to shop. 

All of us at Kmart thank all of our shareholders, 
customers and suppliers for your continuing patronage 
and support. 




Floyd Hall 

Chairman, President and 
Chief Executive Officer 
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In December 1999, Kmart announced an unprecedented 
venture into the world of E-commerce by joining with 
SOFTBANK Venture Capital, Yahoo! and Martha Stewart Living 
Omnimedia, to launch a new, independent company that 
will build a world-class Internet site for the new millennium — 
BlueLight.com. 







BlueLiqht.com 




With a "best of the best" commitment, we envision an on-line destination that 
will be a convenient, one-stop resource and retail site of choice for millions of 
value-conscious global consumers. 

Ultimately, BlueLight.com will feature hundreds of thousands of items, triple what 
could be found in any retail store, including hard-to-find and higher priced items 
not traditionally available in the mass market. BlueLight.com will offer it all, from 
state-of-the-art digital cameras and electronics to personal watercraft, sporting 
and recreational equipment as well as major appliances for the home. 

As the site evolves, its vast array of products will be complemented by helpful 
information and services aimed at making life easier and better. For example, 
through trusted alliances, BlueLight.com will feature vital, health-related 
information as well as everyday tips treasured by new moms and first-time 
homeowners. Services such as secure instant credit, on-line check approval 
and wire transfers will further enhance the BlueLight.com shopping experience. 
Special, money-saving promotions will translate into the kind of value people 
have come to expect when they shop at Kmart. 

As a thank you to our shareholders, the insert at the front of this annual report 
tells you how to sign-up if you have not already done so. Immediately, you 
will enjoy unlimited use of the entire Internet, plus a full suite of Yahoo! on-line 
tools and services. You also will be able to shop for great Kmart value-priced 
products from the convenience of your home. 

BlueLight.com will debut an enhanced shopping site in May 2000, with the grand 
opening of the full E-commerce shopping destination slated for late this Summer. 

The positive impact which BlueLight.com can have on our Company through a 
cutting-edge, global Internet strategy cannot be overstated. Kmart and our 
partners are capable and dedicated to attaining a dominant position in the rapidly 
growing world of E-commerce. 
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Kmart's store base is in the best 
shape ever following a $1.1 billion 
facelift during the past three years. 
1999 ended with 2,171 stores 
chainwide which serve the needs 
of shoppers in all 50 states, 

Puerto Rico, Guam and the U.S. 
Virgin Islands. 


Big Kmart 

By year-end 1999,1,860 new Big Kmart stores offered more pleasant shopping experiences 
thanks to the updated and easy-to-shop departmental adjacencies, better signing, lighting, 
wider aisles and more attractive in-store presentation. The convenience of Big Kmart's Pantry 
section is a bonus as customers can pick up everyday needs like milk and bread while having 
a prescription filled or shopping for that perfect new outfit. 

Shoppers are spending more on each visit to Big Kmart, resulting in improved sales performance. 
Big Kmart sales increases are 10 percent or better in the first year that the new prototype is in 
place with sales continuing to grow in the second and third years. 


Super Kmart 



Store Growth 


With 105 Super Kmart stores, the company merged its 24 hours-a-day, 7 days-a-week 
supercenters into the U.S. Kmart store operations group during 1999. Super Kmart 
sales and earnings performance continued to improve even as three new Super Kmarts 
opened for business. 

It is no surprise customers love shopping at Super Kmart. Each supercenter features more than 
40,000 grocery items, including a wonderful array of fresh baked goods, meat, seafood 
and produce, as well as high-quality, low-priced general merchandise and added services 
such as video rental, banking and photo processing. With around-the-clock convenience, 
customers have many reasons to come to Super Kmart again and again. 



This year, plans are in place to open 20 to 25 new Big Kmarts, expand 12 to 15 stores and 
add five new Super Kmarts. Additionally, 150 smaller size Kmarts are being refurbished to a 
"best of Big Kmart" prototype during the first half of 2000. Accelerated store growth is planned 
for 2001 and 2002 in key markets nationwide. 
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Shoppers are spending more on each visit to Big Kmart, resulting in improved 
sales performance. Big Kmart sales increases are 10 percent or better in the 
first year that the new prototype is in place with sales continuing to grow in 
the second and third years. 
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Kmart Brands 



Ever-improving merchandise 
assortments that balance popular, 
national brands at competitive 
prices with top-quality, exclusive 
private brands help to increase 
sales and customer loyalty. 


These powerful, high-quality private brand collections also differentiate Kmart from its 
competitors. Martha Stewart Everyday, Route 66, Jadyn Smith, Kathy Ireland, Sesame Street, 
Thom McAn, American Fare, Penske, White-Westinghouse and BenchTop all offer shoppers 
value they can trust. 

Route 66 

Route 66 is an easygoing, comfortable, on-trend brand that offers styles for the entire family, 
with a complete assortment of jeans, khakis, corduroys, tops, sweaters and outerwear for 
men, women, children and infants. Route 66 proved to be a quick and effective powerhouse, 
reaching almost SI billion in sales in 1999 alone. That is outstanding growth, especially 
since Kmart just launched the exclusive Route 66 assortment less than three years ago. 


Just like its namesake highway, Route 66 appeals to everyone who gets a kick out of hitting the 
open road — including members of the Kmart racing team Darrell Waltrip and Jimmy Spencer 
who drive cars on the popular NASCAR circuit that bear the Route 66 name. 



Jadyn Smith 

Jadyn Smith's classic assortments of knits, career wear, lingerie, hosiery and accessories comprise 
one of the most recognized and respected fashion lines in retailing. Research published in 
Women's Wear Daily showed that the signature Jadyn Smith line had the highest consumer 
awareness of any private label apparel brand in the country. With easy comfort and collections 
that mix and match, Jadyn Smith offers women trusted quality, style and affordable fashion. 

As a devoted mother and a member of the Kmart family, Jadyn Smith serves as co-chair 
of The Kmart Family Foundation and assists in the company's national efforts to fight against 
drug abuse by youth. 

Thom McAn 

When it comes to buying shoes that offer style, comfort, quality and value, America's shoppers 
know that Thom McAn is a brand they can trust. In 1999, Kmart's exclusive assortment of 
Thom McAn shoes for the entire family reached nearly SI 00 million in sales, an increase 
of 124 percent in just one year. 
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These powerful, high-quality private brand collections also differentiate 
Kmart from its competitors. Martha Stewart Everyday, Route 66, 

Jadyn Smith, Kathy Ireland, Sesame Street, Thom McAn, Americail 
Penske, White-Westinghouse and BenchTop all offer shoppers value 


they can trust. 
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When it comes to buying shoes that 
offer style, comfort, quality and 
value, America's shoppers know that 
Thom McAn is a brand they can trust. 


1 


Route 66 is an easygoing, comfortable, 
on-trend brand that offers styles for 
the entire family, with a complete 
assortment of jeans, khakis, corduroys, 
tops, sweaters and outerwear for men, 
women, children and infants. 






Kathy Ireland 

Active women who enjoy on-trend styling in 
sportswear, swimwear, bodywear and intimate 
apparel find wardrobe treasures in the Kathy 
Ireland collection — the seventh most recognized 
private label apparel brand in the country. Kmart's 
Kathy Ireland brand also includes a maternity 
line, Just for Girls swimwear, accessories, 
watches and jewelry, as well as fitness videos 
and equipment. 

Kathy Ireland's commitment to an active and 
healthy lifestyle is reinforced through her role 
as March of Dimes' National Honorary Chair 
of WalkAmerica and as co-chair of The Kmart 
Family Foundation, which works to curb drug 
use by America's children. 



Sesame Street 

Kmart's exclusive assortment of Sesame 
Street clothes for infants, toddlers 
and children continued to grow 
in 1999. A highly recognized 
and trusted brand, Sesame 
Street is synonymous 
with quality. Moms love 
the reasonable prices and 
attention to detail, and kids adore wearing their 
furry Muppet friends on everything from socks 
to sweatshirts. Playing is more fun with Sesame 
Street toys and sporting goods, and learning 
takes on new life with books and videos featuring 
lovable characters like Elmo and Big Bird. 

With sales in the hundreds of millions annually, 
the Sesame Street brand continues to be a 
winner for Kmart. 
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Martha Stewart 
Everyday 

Kmart's exclusive Martha Stewart 

y / 4 * 

Everyday brand offers <, **; j# jv 

shoppers style and quality 
for every room in the house - 
from the dining room and 
kitchen, to the bathroom, 
bedroom and baby's nursery, %** 
and even their garden 
and patio. With sales volume 
fast-approaching SI billion 
annually, the Martha Stewart 
Everyday product lines are beautiful and innovative 
as they epitomize taste, comfort and value suitable 
for every lifestyle. 

A greatly expanded Martha Stewart Everyday 
Garden assortment featuring more than 1,000 new 
gardening and outdoor living products was recently 
introduced and includes: outdoor furniture, lighting, 
barbecue grills, garden tools, planters, accessories 
and unique varieties of live plants and seeds. With 
Martha Stewart Everyday Garden, Kmart became 
the first in mass retailing to house-brand a line 
of plants and seeds. 

In the months ahead, our Martha Stewart Everyday 
offering will continue to grow with a tremendous 
new housewares collection. When it debuts this fall, 
there will be a full-array of glassware, flatware, 
cookware, tableware, kitchen tools and accessories 
that will be one of the most exciting offerings 
ever introduced in the housewares industry. 

A Great Choice: 
Affordable Quality 

Kmart's exclusive brands enhance 
the choices available to shoppers 
with store-wide savings that never 
compromise quality. 


American Fare's assortment of more than 1,200 
consumable products offer quality consistent with 
nationally advertised brands but at much 
: .< v ■ lower prices. From soft drinks 
to pet foods to over-the-counter 
medications, American Fare 
is a good choice that Kmart 
? shoppers trust. 


Convenience along with quality 
is the commitment of the Penske 
Auto Centers that operate at hundreds 
of Big Kmart and Super Kmart stores 
nationwide. Motorsports legend Roger Penske 
knows his cars and he is an expert on how to 
take care of them. The Auto Centers that bear 
his name offer a variety of maintenance and 
repair services as well as dependable and trusted 
products from Exide, Mobil, Goodyear and, of 
course, Penske. 

Kmart seeks to offer shoppers choice, quality and 
low prices with every visit by featuring its exclusive 
brands alongside popular national brands from 
recognized companies like Nabisco, Gillette, 

Sara Lee, Huffy, Fuji, Colgate-Palmolive, Fruit 
of the Loom, Johnson & Johnson, Rubbermaid, 
Newell, Procter & Gamble and others. By giving 
customers great value and selection without 
compromise, Kmart will continue to grow the 
quality of its assortments aisle-after-aisle. 





Kmart's exclusive brands enhance the choices available to shoppers with 
store-wide savings that never compromise quality. 
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As one of the nation's largest employers, Kmart Corporation understands the important role its 
275,000 associates play in achieving success. That is why Kmart seeks to hire and retain people 
who are committed to the highest standards of performance. 

All associates pledge to support the company's Guides to Excellence, which state.. /'In my every 
word and deed, I will strive for excellence. I will put our customers first, every day and in every 
way. I will do everything in my power to operate the best store in town - a safe, clean, orderly, 
bright, sparkling store that attracts families with children." 

To help ensure customer service comes first, "mystery shoppers" visit Big Kmart stores 
24 times a year and make 36 visits to each Super Kmart annually. Scores on these unbiased 
mystery shops are the basis of a Customer Satisfaction Index that tracks each store's 
progress throughout the year. The objective scores are then directly linked to performance 
bonuses that store managers can earn. 

To encourage excellence throughout the business, Kmart is building a performance-based culture. 
Through its "Retailer of Choice" strategy, Kmart is reinvigorating every aspect of its recruitment, 
orientation, training and development efforts. A vital aspect of the company's Retailer of Choice 
commitment is leadership training which focuses on specific skills that improve interaction with 

As one of the nation's largest employers, Kmart Corporation understands the important role its 
275,000 associates play in achieving success. That is why Kmart seeks to hire and retain people 
who are committed to the highest standards of performance. 

fellow team members and, in turn, enhances the experience customers have when they shop 
at Kmart. Additionally, computer-based training, long-distance learning and regular video 
broadcasts supplement on-the-job training and development. 

As a responsible employer, it also is Kmart's policy to ensure equal opportunity in employment 
and promotion, regardless of race, religion, color, national origin, age, gender or disability. 

The company encourages its associates to always be respectful, fair and professional when 
working with one another and when serving all customers who shop at Kmart. 









The company encourages its associates to always be respectful, 
fair and professional when working with one another and 
when serving all customers who shop at Kmart. 
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Community Outreach 


Helping children and families live happier, 
healthier lives in the communities Kmart serves 
nationwide is the cornerstone of our corporate 
outreach commitment. Each year, Kmart 
contributes to and invests nearly $30 million 
in charitable causes aimed at fighting drug 
abuse, birth defects and other challenges 
youth must face and overcome. 




The Kmart Family Foundation is a corporate leader in the fight against drug 
abuse by children. A fun family event, for children ages 7-12, called the 
Kmart Kids Race Against Drugs, uniquely combines the excitement of racing 
with the opportunity to educate young people about the dangers of drug abuse. 
World-class athletes and entertainers, including Paul Newman, Kathy Ireland, 
Jadyn Smith, Michael Andretti, Christian Fittipaldi, Mary Lou Retton and 
other special guests, compete in celebrity races. To date, Kmart has donated 
more than $8 million to drug-fighting charities nationwide. 

For the past 15 years, Kmart has earned the distinction as the first-place 
WalkAmerica team in the nation, having raised more than S25 million for 
the March of Dimes' fight to save babies. In 1999, Kmart raised $4.5 million 
for March of Dimes. In 2000, Kathy Ireland is once again leading Kmart's 
WalkAmerica volunteers coast-to-coast and serves as the March of Dimes 
National Honorary Chair of WalkAmerica. 

Kmart helps children's dreams come true through its support of Give Kids 
The World - a special village that provides terminally ill children and their 
families with all-expense-paid vacations to Central Florida. In 1999, Kmart 
raised more than $2.2 million for Give Kids The World, helping this big-hearted 
charity grant the wishes of thousands of terminally-ill children through 
partnerships with foundations, hospitals and hospices worldwide. 

Kmart associates show their personal generosity as they spend thousands of 
hours working to improve the quality of life in their communities. Comm unity 
Volunteer teams are organized in every Big Kmart, Super Kmart and Kmart 
store to rally support for national charitable causes and help with local projects. 
During the holidays, Kmart volunteers host shopping sprees for more than 
50,000 needy children annually. When disaster strikes, Kmart associates 
reach out to victims of fires, hurricanes, explosions, floods and tornadoes, 
while the company provides direct financial support to the American Red Cross, 
Salvation Army, United Way and others. 

Kmart demonstrates its social responsibility not only as an employer and 
through community outreach but also in the manner in which the company 
conducts business. That is why, for example, Kmart is committed to actions 
that are environmentally responsible - from recycling cardboard to installing 
energy-efficient lighting and heating systems in its stores. 




As a good corporate citizen, Kmart also strives to purchase goods only from 
responsible suppliers who abide by the company's Workplace Code of Conduct: 
Human Rights Standards for Kmart Suppliers. Shareholders interested in 
receiving a report that explains the company's efforts to assure that its 
suppliers comply with these standards can request a copy by writing to: 

Kmart Corporation, Attn: Corporate Secretary, 3100 W. Big Beaver, Troy, Ml 
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Kmart associates show their personal generosity as 
they spend thousands of hours working to improve the 
quality of life in their communities. Commun/7y Volunteer 
teams are organized in every Big Kmart, Super Kmart 
and Kmart store to rally support for national charitable 
causes and help with local projects. 
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Consolidated Selected Financial Data 

(Dollars in millions, except per share data) 



1999 

1998 

1997 


1996 

1995 

Summary of Operations (,) 

Sales 

$35,925 

$33,674 

$32,183 

$31,437 

$31,713 

Comparable sales % 

4.8% 

4.8% 

4.8% 


2.5% 

5.5% 

Total sales % 

6.6% 

4.6% 

2.4% 


(0.9%) 

7.3% 

U.S. Kmart total sales % 

6.6% 

5.6% 

5.0% 


(0.2%) 

7.2% 

Cost of sales, buying and occupancy 

28,102 

26,319 

25,152 

24,390 

24,675 

Selling, general and administrative expenses 

6,523 

6,245 

6,136 


6,274 

6,876 

Interest expense, net 

280 

293 

363 


453 

434 

Continuing income (loss) before income taxes 

1,020 

798 

418 


330 

(313) 

Net income (loss) from continuing operations' 21 

633 

518 

249 


231 

(230) 

Net income (loss) 

403 

518 

249 


(220) 

(571) 

Per Share of Common 

Basic continuing income (loss) 

$ 1.29 

$ 1.05 

$ 0.51 

$ 

0.48 

$ (0.51) 

Diluted continuing income (loss) (1) 

S 1.22 

$ 1.01 

$ 0.51 

$ 

0.48 

$ (0.51) 

Book value 

S 13.10 

$ 12.12 

$ 11.15 

$ 

10.51 

$ 10.99 

Financial Data 

Working capital 

S 4,084 

$ 4,139 

$ 4,202 

$ 

4,131 

$ 5,558 

Total assets 

15,104 

14,166 

13,558 


14,286 

15,033 

Long-term debt 

1,759 

1,538 

1,725 


2,121 

3,922 

Long-term capital lease obligations 

1,014 

1,091 

1,179 


1,478 

1,586 

Trust convertible preferred securities 

986 

984 

981 


980 

— 

Capital expenditures 

1,277 

981 

678 


343 

540 

Depreciation and amortization 

770 

671 

660 


654 

685 

Current ratio 

2.0 

2.1 

2.3 


2.1 

2.9 

Long-term debt to capitalization 

28.6% 

28.6% 

32.4% 


37.2% 

51.1% 

Ratio of income from continuing operations to fixed charges' 4 ' 

2.5 

2.1 

1.5 


1.4 

— 

Basic weighted average shares outstanding (millions) 

492 

492 

487 


484 

460 

Diluted weighted average shares outstanding (millions) 111 

562 

565 

492 


486 

460 

Number of Stores 

United States 

2,171 

2,161 

2,136 


2,134 

2,161 

International and other 

— 

— 

— 


127 

149 

Total Stores 

2,171 

2,161 

2,136 


2,261 

2,310 

U.S. Kmart store sales per comparable selling square foot 

$ 233 

$ 222 

$ 211 

$ 

201 

$ 195 

U.S. Kmart selling square footage (millions) 

155 

154 

151 


156 

160 


(1) Kmart Corporation and subsidiaries (“the Company” or “Kmart”) fiscal year ends on the last Wednesday in January. Fiscal 1995 consisted of 53 weeks. 

(2) Net income from continuing operations in 1999 includes a one-time, non-cash earnings reduction of $11 million (S7 million net of tax) to reflect the 
cumulative effect of the change in accounting method for layaway sales. Net income from continuing operations in 1998 and 1997 includes non-recurring 
charges related to Voluntary Early Retirement Programs of S19 million ($13 million net of tax) and $114 million ($81 million net of tax), respectively. 

(3) Consistent with the requirements of Statement of Financial Accounting Standards No. 128, preferred securities were not included in the calculation 
of diluted earnings per share for 1997 and 1996 due to their anti-dilutive effect. Due to the Company’s loss from continuing operations in 1995, diluted 
earnings per share is equivalent to basic earnings per share. 

(4) Fixed charges represent total interest charges, a portion of operating rentals representative of the interest factor, amortization of debt discount and 
expense and preferred dividends of majority owned subsidiaries. The deficiency of income from continuing retail operations versus fixed charges was 
$305 for 1995. 
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Management's Discussion and Analysis 
of Results of Operations and Financial Condition 


Results of Operations 

(Dollars in millions) 

1999 

1998 


1997 

Sales 

United States 
International 

535,925 

$33,674 

$31,884 

299 

Total 

535,925 

$33,674 

$32,183 

Operating Income (Loss) 
United States 
International 

5 1,300 

$ 1,110 

$ 

898 

(3) 

Total 

5 1,300 

$ 1,110 

$ 

895 

Comparable Sales % 

4.8% 

4.8% 


4.8% 


Operating income (loss) excludes the voluntary early retirement charges 
in 1998 and 1997 totaling S19 and SI 14, respectively, on a pretax basis. 


Fiscal 1999 Compared to Fiscal 1998 

Sales and comparable store sales for 1999 increased 
6.6% and 4.8%, respectively, improving sales per square 
foot to $233 in 1999. The increased productivity is attrib¬ 
uted to the continued successful rollout of the Big Kmart 
format into 587 additional locations during the year for a 
cumulative total of 1,860 locations or nearly 90% of the 
chain. In addition, the increased productivity was driven 
by increased promotional activity, continued execution of 
the Company’s competitive pricing strategy and expansion 
of our exclusive brands such as Thom McAn, Route 66, 
Sesame Street and Martha Stewart Everyday home, baby 
and garden products. 

Gross margin, as a percentage of sales, was 21.8% in 
both 1999 and 1998. The impact of the Company’s com¬ 
petitive pricing strategy and growth in lower margin sales 
categories, such as consumables, was offset by improved 
margins resulting from increased import and private label 
goods. 

Selling , general and administrative expenses 
(*SG&A ”), which includes advertising, declined for the 
fifth consecutive year as a percentage of sales improving to 
18.2% in 1999 from 18.5% in 1998. This was the fourth 
consecutive year that SG&A as a percentage of sales was 
below 20%. The 0.3 percentage point reduction compared 
to 1998 was the result of the increased leverage from addi¬ 
tional sales volume and the decrease in Year 2000 compli¬ 
ance expenses versus 1998, offset by the net addition of 
new stores. 

Operating income increased $190 million in 1999 
compared to 1998, excluding the 1998 charge for 
Voluntary Early Retirement Programs. This increase was the 
direct result of the 6.6% increase in sales over 1998 par¬ 
tially offset by the increase in SG&A expenses versus 1998. 

A Voluntary Early Retirement Program offered to 
certain hourly associates during the second quarter of 
1998 resulted in a charge of $19 million based on actual 
acceptance. 


Net interest expense was $280 million and $293 mil¬ 
lion in 1999 and 1998, respectively. The reduction in net 
interest expense was primarily due to lower outstanding 
debt balances in capitalized lease obligations, medium 
term notes and mortgages resulting from normal pay- 
down activity partially offset by an increase in interest 
associated with revolving credit borrowings. 

Effective income tax rate was 33.0% and 28.8% in 
1999 and 1998, respectively. See Note 10 of the Notes to 
Consolidated Financial Statements. 

Discontinued operations relate to Hechinger 
Company (“Hechinger”), which had previously acquired 
substantially all of the operating assets of Builders Square, 
Inc. On June 11, 1999, Hechinger filed for Chapter 11 
bankruptcy protection. As a result, Kmart recorded a non¬ 
cash charge of $354 million, $230 million after tax, which 
reflected Kmart’s best estimate of the impact of 
Hechinger’s default on lease obligations for up to 117 for¬ 
mer Builders Square locations, which are guaranteed by 
Kmart. 

Fiscal 1998 Compared to Fiscal 1997 

Sales and comparable store sales for 1998 increased 
4.6% and 4.8%, respectively, improving sales per square 
foot to a record $222 in 1998. The increased productivi¬ 
ty can be attributed to the continued successful rollout of 
the Big Kmart format, which represented 58% of the 
chain, the strong performance of key brands, including 
Martha Stewart Everyday home fashions, Route 66 appar¬ 
el and accessories, Sesame Street children’s apparel and 
ladies’ apparel, and the execution of the Company’s com¬ 
petitive pricing strategy. 

Gross margin , as a percentage of sales, was 21.8% in 
both 1998 and 1997. The impact of the Company’s com¬ 
petitive pricing strategy and growth in lower margin sales 
categories, such as consumables, was offset by improved 
margins resulting from increased import and private label 
goods. 

Selling , general and administrative expenses 
(“SG&A”), which includes advertising, declined for the 
fourth consecutive year as a percentage of sales improving 
to 18.5% in 1998 from 19.1% in 1997. This was the third 
consecutive year that SC&A as a percentage of sales was 
below 20%. The 0.6 percentage point reduction compared 
to 1997 was the result of the sale of international opera¬ 
tions and the increased leverage from additional sales vol¬ 
ume, offset by increased Year 2000 compliance expenses 
and the addition of new stores. 

Operating income increased $215 million in 1998 
compared to 1997, excluding other gains and losses and 
the charges for Voluntary Early Retirement Programs. 
This increase was the direct result of the improved prof¬ 
itability of the apparel and consumables areas and the 
increased leverage of SG&A expenses from higher sales. 

A Voluntary Early Retirement Program offered to 
certain hourly associates during the second quarter of 
1998 resulted in a charge of $19 million based on actual 
acceptance. 
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Management's Discussion and Analysis 

of Results of Operations and Financial Condition (cont.) 


Net interest expense was $293 million and $363 million 
in 1998 and 1997, respectively. The reduction in net interest 
expense was due to increased cash flow from operations, 
resulting in lower borrowings and increased investment 
income. 

Effective income tax rate was 28.8% and 28.7% in 
1998 and 1997, respectively. See Note 10 of the Notes to 
Consolidated Financial Statements. 

Analysis of Financial Condition 

Kmart’s primary sources of working capital are cash 
flows from operations and borrowings under its credit 
facilities. The Company had working capital of $4,084 
million and $4,139 million at year end 1999 and 1998, 
respectively. Working capital fluctuates in relation to prof¬ 
itability, seasonal inventory levels net of trade accounts 
payable, and the level of store openings and closings. 

On December 6, 1999, the Company entered into new 
financing agreements (“New Facilities”) aggregating $1.7 
billion with a group of financial institutions which 
replaced a $2.5 billion revolving credit facility. The New 
Facilities provide for a 3-year, $1.1 billion revolving credit 
facility and a 364-day $600 million revolving credit facility. 
The 3-year revolving credit facility matures in December 
2002 and has a commitment fee of 25 basis points and 
interest rate of LIBOR plus 100 basis points during the 
first year. The 364-day revolving credit facility has a com¬ 
mitment fee of 20 basis points and interest rate of LIBOR 
plus 100 basis points. 

On January 12, 2000, the Company entered into an 
agreement for a $40.6 million revolving line of credit 
(“Minority Facility”) with a consortium of 26 minority- 
owned banks in 20 states and the District of Columbia. 
The 364-day revolving credit facility has a commitment fee 
of 20 basis points and interest rate of LIBOR plus 100 
basis points. 

The New Facilities and the Minority Facility contain 
certain affirmative and negative covenants customary to 
these types of agreements. At January 26, 2000, the 
Company was in compliance with all such covenants. The 
Company had no borrowings outstanding under any of 
these credit agreements as of year-ends 1999 and 1998. 

On December 8, 1999, the Company sold in an under¬ 
written offering $300 million of 8 3/8% Notes due 
December 1, 2004 (“Notes”). Interest is payable semian¬ 
nually on June 1 and December 1. The Company expects 
to use the net proceeds from the Notes for property acqui¬ 
sition and development, including the purchase of existing 
leased properties, and for other general corporate purposes. 

At the Company’s peak borrowing level in 1999, over 
$264 million would have been available for borrowings 
under its New Facilities and Minority Facility compared 
to $1.4 billion in 1998. Management believes that its 
current financing arrangements will be sufficient to 
meet the Company’s liquidity needs for operations and 
capital demands. 


Net cash provided by operating activities was $1,004 
million versus $1,237 million in 1998. The decline result¬ 
ed from an increase in inventory partially offset by an 
increase in income from continuing operations. 

Net cash used for investing was $1,363 million in 
1999 compared to $795 million in 1998. Cash used for 
investing in 1999 was the result of $1,277 million in capital 
expenditures and $86 million for lease acquisitions. Cash 
used for investing in 1998 was the result of capital expen¬ 
ditures of $981 million partially offset by the proceeds 
from the sale of the company's remaining interest in Kmart 
Canada and proceeds from other property sales. 

Net cash used for financing was $7 million in 1999 
compared to $230 million in 1998. Cash used for financing 
during 1999 was the result of repurchases of common 
stock of $200 million under the Company's stock repur¬ 
chase program, payments on long-term debt and capital 
lease obligations offset by the proceeds from the issuance 
of long term debt and common shares. Cash used for 
financing during 1998 was the result of payments on long 
term debt and capital lease obligations offset by increased 
stock option activity. 

New Store Activity 

For the second year in a row, Kmart ended the year 
with an increase in its number of stores. The Company 
ended 1999 with 2,171 U.S. Kmart stores versus 2,161 in 
1998. During 1999, the Company opened 34 stores, 32 
Big Kmarts and 2 Super Kmarts. Of the 32 Big Kmarts 
opened during the year, 16 were stores previously operated 
by Caldor, Inc. 

The Company expects to open 20 to 25 Big Kmarts 
and 5 Super Kmarts during 2000, and complete the con¬ 
versions of approximately 150 smaller traditional Kmart 
stores to a new “Best of Big K” prototype. Capital expen¬ 
ditures relating to these projects will be funded through 
operating cash flows. 

Year 2000 

The Company’s Year 2000 Compliance Program con¬ 
sisted of four phases, (I) inventory and assessment, (II) 
remediation and unit testing, (III) return to production and 
(IV) integration testing, all of which were successfully com¬ 
pleted. As of March 1, 2000, the Company concluded its 
Year 2000 Compliance Program, as no Year 2000 related 
events had occurred that materially affected either the 
Company’s operations or its financial statements. 

The total cost of the Company’s Year 2000 
Compliance Program will approximate $80 million, with 
$29 million incurred in 1999, $46 million incurred in 1998 
and $5 million incurred in 1997. Certain information 
technology projects were delayed as a result of the 
Company’s Year 2000 compliance efforts, which is not 
expected to have a significant impact on the Company’s 
financial position, results of operations or cash flows. 
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Management's Discussion and Analysis 

of Results of Operations and Financial Condition (cont.) 


Other Matters 

In December 1999, BlueLight.com was formed as an 
independent e-commerce company, based in San Francisco, 
by a group of investors led bv Kmart (59% ownership 
interest), SOFTBANK Venture Capital (18.5%), 
BlueLight.com management and employees (15%) and 
others, including Martha Stewart Living Omnimedia and 
Yahoo!. As Kmart’s e-commerce venture, BlueLight.com’s 
mission is to open the doors to the dynamic world of infor¬ 
mation, goods and services of the World Wide Web by pro¬ 
viding easy-tr use, unlimited free Internet service to the 
world’s shoppers. See Note 4 of the Notes to 
Consolidated Financial Statements. 

In the first quarter of 1999, the Company completed a 
year long program to repurchase an aggregate of 2 million 
shares of the Company’s common stock to fund certain 
employee benefit plans. On May 18, 1999, the Board of 
Directors approved a common stock repurchase program 
to acquire up to $1 billion of the Company’s common 
shares over a period of up to three years. For 1999, the 
Company repurchased 17 million shares of common stock 
at a cost of approximately $200 million. In addition, the 
Company received $8.7 million in proceeds from the sale of 
put options on its common stock. As of January 26, 2000, 
the Company had outstanding put options on 5 million 
shares of its common stock with an average strike price of 
$1 I per share. The contracts are structured to ensure the 
options are recorded in shareholders’ equity, with no 
income statement effect upon redemption. In February 
2000, the Company announced plans to extend the scope 
of the repurchase program to include up to $200 million of 
Kmart Financing I Convertible Preferred Securities. 

During the third quarter of 1999, the Company signed 
agreements with SUPERVALU INC. and Fleming 
Companies Inc. under which they will assume responsibility 
for the distribution and the replenishment of $3.9 billion 
(annualized at cost) of grocery-related products to all of 
the Company’s stores. The Company also created a Food 
and Consumables merchandising group. These initiatives 
are expected to improve operating efficiency, reduce working 
capital requirements and improve logistics capabilities. 
Forward looking statements contained herein should be 
read in conjunction with the Company’s disclosures under 
the heading “Cautionary Statement Regarding Forward- 
looking Information” located on the back cover. 

In November 1995, Kmart sold its auto service center 
business to a new corporation controlled by Penske 
Corporation (“Penske”). In connection with the sale, 
Kmart and Penske entered into a multi-year master sublease 
agreement for the auto service center locations that are 
operated by Penske as Penske Auto Centers. To strengthen 
the auto center operation, Kmart and Penske entered into 
an agreement in January 2000 to restructure and recapi¬ 
talize the Penske Auto Center business. As part of the 
recapitalization, Kmart received a 22% interest in a limited 
liability company that now owns and operates the Penske 
Auto Center business. The Company accounts for its 
investment in the Penske Auto Center business under the 
equity method and has recorded no initial investment. 


Kmart has guaranteed leases for properties operated 
by certain former subsidiaries including Borders Group, 
Inc., OfficeMax, Inc. and The Sports Authority, Inc. The 
present value of the lease obligations guaranteed by Kmart 
is approximately $418 million. The possibility of the 
Company having to honor its contingent obligations is 
dependent upon the future operating results of the former 
subsidiaries. See Note 5 of the Notes to Consolidated 
Financial Statements. 

The Sports Authority 

On April 13, 1999, The Sports Authority, Inc. 
(“TSA”) replaced its existing revolving credit facility with 
a new three year, $200 million revolving credit agreement. 
The new agreement is secured by inventory and contains 
no financial covenants related to operating results. For its 
third quarter 1999, TSA announced a year-to-date same 
store sales decrease of 4.3% and a year-to-date operating 
loss of $9.9 million, as compared to an operating loss of 
$94.5 million for the same period of the prior year. 

On December 16, 1999, TSA announced that it 
expected to take a non-cash charge of approximately $130 
million, net of taxes, in its fiscal fourth quarter as a result 
of the write-down of long-lived assets, including goodwill 
and deferred tax assets, and the closing of its Canadian 
subsidiary. TSA also announced that it had increased its 
revolving credit facility to $275 million and extended the 
maturity to 2003. The amendments to the facility required 
no changes in the collateralization. % 

Kmart’s rights and obligations with respect to its guar¬ 
antee of TSA leases are governed by a Lease Guaranty, 
Indemnification and Reimbursement Agreement dated as 
of November 23, 1994. 

Other 

There are various claims, lawsuits and pending actions 
against Kmart incident to its operations. It is the opinion 
of management that the ultimate resolution of these 
matters will not have a material adverse effect on Kmart's 
liquidity, financial position, or results of operations. 
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management s Responsibility Report of Independent Accountants 

for Financial Statements 


Management is responsible for the preparation of the 
Company’s consolidated financial statements and related 
information appearing in this annual report. These financial 
statements have been prepared in conformity with generally 
accepted accounting principles on a consistent basis applying 
certain estimates and judgments based upon currently 
available information and management’s view of current 
conditions and circumstances. On this basis, we believe 
that these financial statements reasonably present the 
Company’s financial position and results of operations. 

To fulfill our responsibility, we maintain comprehensive 
systems of internal controls designed to provide reasonable 
assurance that assets are safeguarded and transactions are 
executed in accordance with established procedures. The 
concept of reasonable assurance is based upon a recogni¬ 
tion that the cost of the controls should not exceed the 
benefit derived. We believe our systems of internal controls 
provide this reasonable assurance. 

The Company has adopted a code of conduct to guide 
our management in the continued observance of high ethical 
standards of honesty, integrity, and fairness in the conduct 
of the business and in accordance with the law. 
Compliance with the guidelines and standards is periodi¬ 
cally reviewed and is acknowledged in writing by all man¬ 
agement associates. 

The Board of Directors of the Company has an Audit 
Committee, consisting solely of outside directors. The 
duties of the Committee include keeping informed of the 
financial condition of the Company and reviewing its 
financial policies and procedures, its internal accounting 
controls and the objectivity of its financial reporting. Both 
the Company’s independent accountants and the internal 
auditors have free access to the Audit Committee and meet 
with the Committee periodically, with and without manage¬ 
ment present. 


To the Shareholders and Board of Directors 
of Kmart Corporation 

In our opinion, the accompanying consolidated 
balance sheets and the related consolidated statements 
of income, shareholders’ equity and cash flows present fairly, 
in all material respects, the financial position of Kmart 
Corporation and its subsidiaries at January 26, 2000 and 
January 27, 1999, and the results of their operations and 
their cash flows for each of the three years in the period 
ended January 26, 2000, in conformity with accounting 
principles generally accepted in the United States. These 
financial statements are the responsibility of the 
Company’s management; our responsibility is to express 
an opinion on these financial statements based on our 
audits. We conducted our audits of these statements in 
accordance with auditing standards generally accepted in 
the United States, which require that we plan and perform 
the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial 
statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating 
the overall financial statement presentation. We believe 
that our audits provide a reasonable basis for the opinion 
expressed above. 



PricewaterhouseCoopers LLP 
Detroit, Michigan 
March 6, 2000 




Floyd Hall 

Chairman of the Board, 

President and Chief Executive Officer 



Martin E. Welch III 
Senior Vice President 
and Chief Financial Officer 
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consolidated statements ot income 

(Dollars in millions, except per share data) 


Years Kndcd January 26, 2000, January 27, 1999 and January 28, 1998 

1999 

1998 


1997 

Sales 

$35,925 

$33,674 

$32,183 

Cost of sales, buying and occupancy 

28,102 

26,319 

25,152 

Gross margin 

7,823 

7,355 


7,031 

Selling, general and administrative expenses 

6,523 

6,245 


6,136 

Voluntary early retirement programs 

— 

19 


114 

Continuing income before interest, income taxes and dividends 
on convertible preferred securities of subsidiary trust 

1,300 

1,091 


781 

Interest expense, net 

280 

293 


363 

Income tax provision 

337 

230 


120 

Dividends on convertible preferred securities of subsidiary trust, 
net of income taxes of $27, $27 and $26 

50 

50 


49 

Net income from continuing operations 

633 

518 


249 

Discontinued operations, net of income taxes of $(124) 

(230) 

— 


— 

Net income 

S 403 

$ 518 

$ 

249 

Basic earnings per common share 

Net income from continuing operations 

$ 1.29 

$ 1.05 

$ 

.51 

Discontinued operations 

(.47) 

— 


— 

Net income 

S .82 

$ 1.05 

$ 

.51 

Diluted earnings per common share 

Net income from continuing operations 

$ 1.22 

$ 1.01 

$ 

.51 

Discontinued operations 

(.41) 

— 


— 

Net income 

$ .81 

$ 1.01 

$ 

.51 

Basic weighted average shares (millions) 

491.7 

492.1 


487.1 

Diluted weighted average shares (millions) 

561.7 

564.9 


491.7 


See accompanying Notes to Consolidated Financial Statements. 
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As of January 26, 2000 and January 27, 1999 


1999 


1998 


Current Assets 
Cash and cash equivalents 
Merchandise inventories 
Other current assets 
Total current assets 

Property and equipment, net 
Other assets and deferred charges 
Total Assets 

Current Liabilities 

Long-term debt due within one year 

Trade accounts payable 

Accrued payroll and other liabilities 

Taxes other than income taxes 

Total current liabilities 

Long-term debt and notes payable 
Capital lease obligations 
Other long-term liabilities 

Company obligated mandatorily redeemable convertible preferred securities 
of a subsidiary trust holding solely 7-3/4% convertible junior subordinated 
debentures of Kmart (redemption value of $1,000) 

Common stock, $1 par value, 1,500,000,000 shares authorized; 

481,383,569 and 493,358,504 shares issued, respectively 
Capital in excess of par value 
Retained earnings 

Total Liabilities and Shareholders’ Equity 


S 344 

$ 710 

7,101 

6,536 

715 

584 

8,160 

7,830 

6,410 

5,914 

534 

422 

815,104 

$ 14,166 

S 66 

S 77 

2,204 

2,047 

1,574 

1,359 

232 

208 

4,076 

3,691 

1,759 

1,538 

1,014 

1,091 

965 

883 

986 

984 

481 

493 

1,555 

1,667 

4,268 

3,819 

S15,104 

$14,166 


See accompanying Notes to Consolidated Financial Statements. 
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Years Ended January 26, 2000, January 27, 1999 and January 28, 1998 


1999 


1998 


1997 


Cash Flow From Operating Activities 


Net income from continuing operations 

S 633 

$ 518 

$ 249 

Adjustments to reconcile net income from continuing operations 
to net cash provided by operating activities: 

Depreciation and amortization 

770 

671 

660 

Cash used for store restructuring and other charges 

(80) 

(94) 

(105) 

Increase in inventories 

(565) 

(169) 

(31) 

(Increase) decrease in accounts receivable 

(62) 

(76) 

18 

Increase (decrease) in trade accounts payable 

157 

124 

(86) 

Deferred income taxes and taxes payable 

258 

308 

72 

Decrease in other long-term liabilities 

(116) 

(64) 

(27) 

Changes in other assets and liabilities 

92 

60 

15 

Voluntary early retirement programs 

— 

19 

114 

Net cash provided by continuing operations 

1,087 

1,297 

879 

Net cash used for discontinued operations 

(83) 

(60) 

(38) 

Net cash provided by operating activities 

1,004 

1,237 

841 

Cash Flow From Investing Activities 

Capital expenditures 

(1,277) 

(981) 

(678) 

Acquisition of Caldor leases 

(86) 

— 

— 

Proceeds from divestitures 


87 

133 

Decrease in property held for sale or financing and other 

— 

99 

420 

Other, net 

— 

— 

(60) 

Net cash used for investing activities 

(1,363) 

(795) 

(185) 

Cash Flow From Financing Activities 

Proceeds from issuance of long-term debt and notes payable 

297 

— 

337 

Purchase of common shares 

(200) 

(30) 

— 

Issuance of common shares 

63 

76 

37 

Payments on long-term debt 

(90) 

(188) 

(811) 

Payments on capital lease obligations 

(77) 

(88) 

(112) 

Refinancing costs related to long-term debt and notes payable 

— 


(15) 

Net cash used for financing activities 

(7) 

(230) 

(564) 

Net (decrease) increase in cash and cash equivalents 

(366) 

212 

92 

Cash and cash equivalents, beginning of year 

710 

498 

406 

Cash and cash equivalents, end of year 

S 344 

$ 710 

$ 498 


Sec accompanying Notes to Consolidated Financial Statements. 
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Capital 


Accumulated 



In Excess 


Other 


Common 

of Par 

Retained 

Comprehensive 

' 

Stock 

Value 

Earnings 

Income 

Balance at January 29, 1997 

$ 486 

$ 1,571 

$ 3,115 

$ (80) 

Net income for the year 

— 

— 

249 

— 

Shares reissued to retirement savings plan 

— 

19 

— 

— 

Foreign currency translation adjustment 

— 

— 

— 

67 

Additional minimum pension liability 

— 

— 

— 

(10) 

Common stock issued for stock option plans 

3 

13 

— 

— 

Other 

— 

2 

(1) 

— 

Balance at January 28, 1998 

489 

1,605 

3,363 

(23) 

Net income for the year 

— 

— 

518 

— 

Shares reissued to retirement savings plan 

2 

(9) 

— 

— 

Repurchased shares 

(2) 

— 

— 

— 

Common stock issued for stock option plans 

4 

73 

— 

— 

Additional minimum pension liability 

— 

— 

— 

(37) 

Other 

— 

(2) 

(2) 

— 

Balance at January 27, 1999 

493 

1,667 

3,879 

(60) 

Net income for the year 

— 

— 

403 

— 

Shares reissued to retirement savings plan 

3 

40 

— 

— 

Repurchased shares 

(17) 

(174) 

— 

— 

Common stock issued for stock option plans 

2 

18 

— 

— 

Reduction of minimum pension liability 

— 

— 

— 

47 

Other 

— 

4 

(1) 

— 

Balance at January 26, 2000 

$ 481 

S 1,555 

S 4,281 

S (13) 


See accompanying Notes to Consolidated Financial Statements. 
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Notes to Consolidated Financial Statements 

(Dollars in millions, except per share data) 


1) Summary of Significant Accounting Policies 

The significant accounting policies followed by Kmart 
Corporation and subsidiaries (“the Company” or 
“Kmart”) in the preparation of these financial statements 
are summarized below. 

Nature of Operations: The Company’s operations 
consist principally of discount department stores located in 
all 50 states, Puerto Rico, the U.S. Virgin Islands and 
Guam. Kmart’s equity investments consist of its 59% 
interest in BlueLight.com and its 49% interest in substan¬ 
tially all of the Meldisco subsidiaries of Footstar, Inc. 
(“FTS”), which operate the footwear departments in 
Kmart stores. 

Basis of Consolidation: Kmart includes all majority 
owned subsidiaries in the consolidated financial state¬ 
ments, except for BlueLight.com, which is accounted for 
under the equity method. Investments in affiliated retail 
companies owned 20% or more are accounted for under 
the equity method. Intercompany transactions and 
accounts have been eliminated in consolidation. 

Fiscal Year: The Company’s fiscal year ends on the last 
Wednesday in January. Fiscal years 1999, 1998 and 1997 
each consisted of 52 weeks and ended on January 26, 2000, 
January 27, 1999 and January 28, 1998, respectively. 

Cash: Cash and cash equivalents include all highly liquid 
investments with maturities of three months or less. 
Included are temporary investments of $50 and $437, at 
year end 1999 and 1998, respectively. 

Inventories: Inventories are stated at the lower of cost 
or market, primarily using the retail method. The last-in, 
first-out (LIFO) method, utilizing internal inflation indices, 
was used to determine the cost for $6,690, $6,148 and 
$5,990 of inventory as of year end 1999, 1998 and 1997, 
respectively. Inventories valued on LIFO were $360, $407 
and $457 lower than amounts that would have been 
reported using the first-in, first-out (FIFO) method at year 
end 1999, 1998 and 1997, respectively. 

Property and Equipment: Property and equipment are 
recorded at cost, less any impairment losses. Capitalized 
amounts include expenditures which materially extend the 
useful lives of existing facilities and equipment. 
Expenditures for owned properties which Kmart intends 
to sell and lease back within one year are included in other 
current assets, and those with expected transaction dates 
extending beyond one year are included in other assets and 
deferred charges. 

Capitalized Software Costs: Costs associated with the 
acquisition or development of software for internal use are 
capitalized in accordance with the provisions of AICPA 
Statement of Position 98-1, “Accounting for the Costs of 
Computer Software Developed or Obtained for Internal 
Use,” and amortized using the straight-line method over 
the expected useful life of the software, which ranges from 
3 to 7 years. 

Depreciation and Amortization: Depreciation and 
amortization, including amortization of property held 
under capital leases, are computed based upon the esti¬ 
mated useful lives of the respective assets using the 
straight-line method for financial statement purposes and 
accelerated methods for tax purposes. The general range 


of lives are 25 to 50 years for buildings, 5 to 25 years for 
leasehold improvements, 3 to 5 years for computer systems 
and equipment and 3 to 17 years for furniture and fixtures. 

Financial Instruments: Cash and cash equivalents, 
trade accounts payable and accrued liabilities are reflected 
in the financial statements at cost, which approximates fair 
value. The fair value of the Company’s debt and other 
financial instruments are discussed in Notes 6 and 8. 

Foreign Currency Translations: Foreign currency 
assets and liabilities are translated into U.S. dollars at the 
exchange rates in effect at the balance sheet date, and rev¬ 
enue and expenses are translated at average exchange rates 
during the period. 

Layaway Sales: In consideration of guidance issued 
by the Securities and Exchange Commission under Staff 
Accounting Bulletin No. 101, “Revenue Recognition in 
Financial Statements” (“SAB 101”), the Company has 
retroactively changed its method of accounting for lay¬ 
away sales effective January 28, 1999. Based upon the 
new guidance, the Company defers recognition of layaway 
sales and profit to the accounting period when the mer¬ 
chandise is delivered to the customer. Under the prior 
method of accounting, sales and profits were recognized at 
the time the customer put the merchandise into layaway, 
with a reserve for anticipated merchandise to be returned 
to stock. The Company has recorded a one-time, non-cash 
after-tax earnings reduction of $7, or $0.01 per share, in 
the fourth quarter of 1999 to reflect the cumulative effect 
of the accounting change. 

Stock-Based Compensation: The Company has elected 
under the provisions of Statement of Financial Accounting 
Standards No. 123 (“FAS 123”) to continue using the 
intrinsic value method of accounting for employee stock- 
based compensation in accordance with Accounting 
Principles Board Opinion No. 25, “Accounting for Stock 
Issued to Employees” (“APB 25”). 

Pre-Opening and Closing Costs: Effective for fiscal 
1999, Kmart expensed pre-opening costs in the period in 
which they occurred in conformity with Statement of 
Position 98-5, “Reporting on the Costs of Start-Up 
Activities”. In prior years, costs associated with the opening 
of a new store were expensed during the first full month of 
operations. When the decision to close a retail unit is 
made, any future net lease obligation and non-recoverable 
investment in fixed assets directly related to discontinuance 
of operations are expensed. 

Advertising Costs: Advertising costs, net of co-op 
recoveries from vendors, are expensed the first time the 
advertising occurs and amounted to $453, $443 and $420 
in 1999, 1998 and 1997, respectively. 

Income Taxes: Deferred income taxes are provided 
for temporary differences between financial statement and 
taxable income. Kmart accrues U.S. and foreign taxes 
payable on its pro rata share of the earnings of sub¬ 
sidiaries, except with respect to earnings that are intended 
to be permanently reinvested, or are expected to be distrib¬ 
uted free of additional tax by operation of relevant statutes 
currently in effect and by utilization of available tax credits 
and deductions. 
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Use of Estimates: The preparation of financial state¬ 
ments in conformity with generally accepted accounting 
principles requires management to make estimates and 
assumptions that affect the reported amounts of assets and 
liabilities at the date of the financial statements and the 
reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from those 
estimates. 

Reclassifications: Certain reclassifications of prior 
year amounts have been made to conform to the 1999 
presentation. 

2) Discontinued Operations and Dispositions 

Discontinued operations relate to Builders Square, Inc. 
(“Builders Square”). 

1999 Activity 

On June 11, 1999, Hechinger Company 

(“Hechinger”), which had previously acquired substantially 
all of the operating assets of Builders Square, filed for 
Chapter 11 bankruptcy protection. In the second quarter 
of 1999, the Company recorded a non-cash charge of 
$354, $230 after tax, which reflected Kmart’s best estimate 
of the impact of Hechinger’s default on lease obligations 
for up to 117 former Builders Square locations which are 
guaranteed by Kmart. The foregoing non-cash charge 
does not reflect an amount, if any, which Kmart may ulti¬ 
mately recover on account of any claims previously filed 
by Kmart or an amount, if any, which may be sought by 
others against Kmart. 

On September 9, 1999, Hechinger announced that it 
would liquidate its stores. During the third and fourth 
quarters of 1999, certain locations with leases guaranteed 
by Kmart were auctioned by Hechinger as part of its liqui¬ 
dation. As of January 26, 2000, the Company had new 
lease agreements for 38 locations and planned to convert 
approximately 6 locations to Big Kmarts or Super Kmarts, 
leaving approximately 73 vacant locations to be remarketed. 
The Company is currently assessing its remarketing efforts 
for these vacant stores and believes its reserve to be adequate. 

1997 Activity 

During the first and second quarters of 1997, the 
Company completed the sale of its interests in the Mexico 
and Canada operations, respectively. Under the terms of 
the Mexico agreement, the Company received $74, which 
approximated the book value of its interest. Under the 
terms of the Canada agreement, the Company received 
$54 in cash, a $76 note receivable and retained a 12.5% 
non-voting equity interest. The net proceeds from the sale 
approximated book value. During the first quarter of 
1998, the note receivable was collected and the equity 
interest was sold at a gain of $7. 

In the third quarter of 1997, the Company completed 
the sale of substantially all of the operating assets of its 
subsidiary, Builders Square, to Hechinger, an affiliate of 
Leonard Green and Partners, LP. The net proceeds from 
the sale approximated book value. 


3) Property and Equipment 



Year End 


1999 

1998 

Land 

S 374 S 

334 

Buildings 

1,008 

944 

Leasehold improvements 

2,502 

2,156 

Furniture and fixtures 

5,509 

5,142 

Construction in progress 

123 

62 


9,516 

8,638 

Property under capital leases 

2,038 

11,554 

2,140 

10,778 

Less: 

Accumulated depreciation 
and amortization 

Accumulated depreciation- 

(3,977) 

(3,674) 

capital leases 

(1,167) 

(1,190) 

Total 

S 6,410 $ 

5,914 

The following table provides a breakdown of the 
of stores leased compared to owned: 

number 


Year End 


1999 

1998 

Number of Kmart Stores Owned 

120 

110 

Number of Kmart Stores Leased 

2,051 

2,051 


4) Investments in Affiliated Retail Companies 


Meldisco 

All Kmart footwear departments are operated under 
license agreements with the Meldisco subsidiaries of FTS, 
substantially all of which are 49% owned by Kmart and 
51% owned by FTS. Income earned under various agree¬ 
ments was $245, $225 and $210 in 1999, 1998 and 1997, 
respectively. The Company received dividends from 
Meldisco in 1999, 1998 and 1997 of $38, $36 and $36, 
respectively. 

Fiscal Year 


Meldisco Information 

1999 


1998 


1997 

Net sales 

SI,212 

$1,139 

$1,142 

Gross profit 

544 


499 


491 

Net income 

91 


78 


74 

Inventory 

S 138 

$ 

147 

$ 

142 

Other current assets 

63 


22 


17 

Non-current assets 

— 


— 


— 

Total assets 

201 


169 


159 

Current liabilities 

47 


29 


24 

Net assets 

S 154 

$ 

140 

$. 

135 

Equity of Kmart 

$_74 

$ 

68 

$_ 

65 


Unremittcd earnings included in consolidated retained earnings were $44, 
$38 and $42 at year end 1999, 1998 and 1997, respectively. 


BlueLight.com 

In December 1999, BlueLight.com was formed as an 
independent e-commerce company, based in San 
Francisco, by a group of investors led by Kmart (59% 
ownership interest), SOFTBANK Venture Capital 
(18.5%), BlueLight.com management and employees 
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(15%) and others, including Martha Stewart Living 
Omnimedia and Yahoo!. 

For its capital, BlueLight.com issued $62.5 of Series A 
Preferred shares for cash to SOFTBANK and other 
investors. Kmart issued return of capital puts relating to 
the initial cash paid for the Series A Preferred stock. The 
puts are payable in cash, expire in December 2002, and are 
exercisable in the nine-month period prior to expiration. 
Kmart did not make an initial cash investment in 
BluclJght.com. 

Kmart also issued 4.4 million warrants for Kmart 
common stock to SOFTBANK and other investors. The 
warrants have a strike price of $ 14.32, expire in December 
2002, and are exercisable at any time prior to expiration 
provided that SOFTBANK has cancelled the Company’s 
return of capital puts. 

Kmart accounts for its investment in BlueLight.com 
under the equity method. As of January 26, 2000, the 
Company’s investment in BlueLight.com amounted to 
$62.8, including the issuance of return of capital puts and 
direct acquisition costs. Kmart’s portion of 
BlueLight.corns 1999 loss was insignificant. 

Penske 

In November 1995, Kmart sold its auto service center 
business to a new corporation controlled by Penske 
Corporation (“Penske”). In connection with the sale, 
Kmart and Penske entered into a multi-year master sublease 
agreement for the auto service center locations that are 
operated by Penske as Penske Auto Centers. 

To strengthen the auto center operation, Kmart and 
Penske entered into an agreement in January 2000 to 
restructure and recapitalize the Penske Auto Center business. 
As part of the recapitalization, Kmart received a 22 percent 
interest in a limited liability company that now owns 
and operates the Penske Auto Center business. The 
Company accounts for its investment in the Penske Auto 
('enter business under the equity method and has recorded 
no initial investment. 

5) Other Commitments and Contingencies 

Kmart has outstanding guarantees for property leased 
by certain former subsidiaries as follows: 


Present Value Gross 

_at 7% Lease 



1999 


1999 


1998 

The Sports Authority 

$ 218 

$ 

369 

$ 

397 

Borders Group 

104 


176 


194 

OfficeMax 

96 


141 


156 

Total 

$ 418 

$ 

686 

$ 

747 


The possibility of the Company having to honor its 
contingent obligations is dependent upon the future oper¬ 
ating results of the former subsidiaries. Should a reserve be 
required, it would be recorded at the time the obligation 
was determined to be probable. 


The Sports Authority 

On April 13, 1999, The Sports Authority, Inc. (“TSA”) 
replaced its existing revolving credit facility with a new 
three year, $200 revolving credit agreement. The new 
agreement is secured by inventory and contains no financial 
covenants related to operating results. For its third quarter 
1999, TSA announced a year-to-date same store sales 
decrease of 4.3 percent, and a year-to-date operating loss 
of $9.9, as compared to an operating loss of $94.5 for the 
same period of the prior year. 

On December 16, 1999, TSA announced that it 
expected to take a non-cash charge of approximately $130, 
net of taxes, in its fiscal fourth quarter as a result of the 
write-down of long-lived assets, including goodwill and 
deferred tax assets, and the closing of its Canadian sub¬ 
sidiary. TSA also announced that it had increased its 
revolving credit facility to $275 and extended the maturity 
to 2003. The amendments to the facility required no 
changes in the collateralization. 

Kmart’s rights and obligations with respect to its guar¬ 
antee of TSA leases are governed by a Lease Guaranty, 
Indemnification and Reimbursement Agreement dated as 
of November 23, 1994. 

Other 

As of January 26, 2000, Kmart had guaranteed $93 of 
indebtedness of other parties related to certain of its leased 
properties financed by industrial revenue bonds. These 
agreements expire from 2004 through 2009. 

There are various claims, lawsuits and pending actions 
against Kmart incident to its operations. It is the opinion 
of management that the ultimate resolution of these matters 
will not have a material adverse effect on Kmart’s liquidity, 
financial position or results of operations. 

6) Long-Term Debt and Notes Payable 


Fiscal Year Interest Year End 


Type 

Maturity Rates 

1999 

1998 

Debentures 

2005-2023 7.8%-12.5% 

S 1,166 

$ 867 

Medium-term 



notes 

2000-2020 7%-9% 

371 

438 

CMBS 

2002 Floating 

288 

310 

Total 


1,825 

1,615 

Current portion 

(66) 

(77) 

Long-term debt 

$ 1,759 

$ 1,538 


The Commercial Mortgage Pass Through Certificates 
(“CMBS”) mortgage loan is subject to monthly payments 
of interest and principal, according to a schedule which 
amortizes the initial outstanding principal amount of $335 
over approximately 15 years with a balloon payment of 
approximately $253 on the scheduled maturity date in 
February 2002. The CMBS weighted average interest rate 
is 1 month LIBOR plus 47 basis points. 
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On December 6, 1999, the Company entered into new 
financing agreements aggregating $1.7 billion with a group 
of financial institutions (“New Facilities”) which replaced a 
$2.5 billion revolving credit facility. The New Facilities pro¬ 
vide for a 3-year, $1.1 billion revolving credit facility and a 
364-day $600 revolving credit facility. The 3-year revolving 
credit facility matures in December 2002 and has a commit¬ 
ment fee of 25 basis points and interest rate of LIBOR plus 
100 basis points during the first year. The 364-day revolv¬ 
ing credit facility has a commitment fee of 20 basis points 
and interest rate of LIBOR plus 100 basis points. 

On January 12, 2000, the Company entered into an 
agreement for a $40.6 revolving line of credit (“Minority 
Facility”) with a consortium of 26 minority-owned banks 
in 20 states and the District of Columbia. The 364-day 
revolving credit facility has a commitment fee of 20 basis 
points and interest rate of LIBOR plus 100 basis points. 

The New Facilities and the Minority Facility contain 
certain affirmative and negative covenants customary to 
these types of agreements. The Company is in compliance 
with all such covenants. As of January 26, 2000 and 
January 27, 1999, there were no outstanding amounts 
under any of these credit agreements. 

On December 8, 1999, the Company sold in an under¬ 
written offering $300 of 8 3/8% Notes due December 1, 
2004 (“Notes”). Interest is payable semiannually on June 
1 and December 1. The Company expects to use the net 
proceeds from the Notes for property acquisition and 
development, including the purchase of existing leased 
properties, and for other general corporate purposes. 

Based on the quoted market prices for the same or 
similar issues or on the current rates offered to Kmart for 
debt of the same remaining maturities, the fair value of 
long-term debt was approximately $1,752 and $1,664 at 
year end 1999 and 1998, respectively. 

The principal maturities of long-term debt for the five 
years subsequent to 1999 are: 2000-$66; 2001-$68; 2002- 
$343; 2003-$350; 2004-$27 and 2005 and later-$971. 
Cash paid for interest was $262, $278 and $333 in 1999, 
1998 and 1997, respectively. 

7) Leases 

Kmart conducts operations primarily in leased facili¬ 
ties. Kmart store leases are generally for terms of 25 years 
with multiple five-year renewal options which allow the 
Company the option to extend the life of the lease up to 
50 years beyond the initial noncancelable term. 

In certain Kmart leased facilities, selling space has 
been sublet to other retailers, including Olan Mills, Inc. 
and the Meldisco subsidiaries of FTS. 


Minimum Lease Commitments 


As of January 26, 2000 

Capital 

Operating 

Fiscal Year: 




2000 

S 254 


S 627 

2001 

243 


623 

2002 

235 


606 

2003 

225 


578 

2004 

210 


552 

Later years 

1,624 


6,928 

Total minimum lease payments 

2,791 


9,914 

Less-minimum sublease income 

— 


(2,654) 

Net minimum lease payments 

2,791 


S 7,260 

Less: 




Estimated executory costs 

(773) 



Amount representing interest 

(923) 




1,095 



Current 

(81) 



Long-term 

S 1,014 



Rent Expense 1999 

1998 

1997 

Minimum rentals S 

784 

$ 711 

S 673 

Percentage rentals 

41 

40 

39 

Less-sublease rentals 1 

(253) 

(227) 

(234) 

Total $ 

572 

$ 524 

$ 478 


8) Convertible Prefeired Securities 

In June 1996, a trust sponsored and wholly owned by 
the Company issued 20,000,000 shares of trust convertible 
preferred securities (“Preferred Securities”). The Preferred 
Securities accrue and pay cash distributions quarterly at a 
rate of 7-3/4% per annum. Kmart has guaranteed, on a 
subordinated basis, distributions and other payments due 
on the Preferred Securities. 

The Preferred Securities are convertible at the option 
of the holder at any time at the rate of 3.3333 shares of 
Kmart common stock for each Preferred Security, and are 
mandatorily redeemable upon the maturity of the 
Debentures on June 15, 2016, or to the extent of any ear¬ 
lier redemption of any Debentures by Kmart and were 
callable beginning June 15, 1999. 

Based on the quoted market prices, the fair value of 
the Preferred Securities was approximately $844 and 
$1,199 as of the years ended 1999 and 1998, respectively. 

9) Share Repurchase Programs 

In the first quarter of 1999, the Company completed a 
year-long program to repurchase an aggregate of 
2,000,000 shares of the Company’s common stock to fund 
certain employee benefit plans. On May 18, 1999, the 
Board of Directors approved a common stock repurchase 
program to acquire up to $1 billion of the Company’s 
common shares over a period of up to three years. For 
1999, the Company repurchased 17 million shares of com¬ 
mon stock at a cost of approximately $200. In addition, 
the Company received $8.7 in proceeds from the sale of 
put options on its common stock. As of January 26, 2000, 


Kmart Corporation 1999 Annual Report 29 
















Notes to Consolidated Financial Statements (cont.) 

(Dollars in millions, except per share data) 


the Company had outstanding put options on 5 million 
shares of its common stock. In February 2000, the 
Company announced plans to extend its repurchase program 
to include up to $200 of its Preferred Securities. 

10) Income Taxes 
Income Before 


Income Taxes 

1999 

1998 

1997 

U.S. S 

992 

$ 766 

$ 390 

Foreign 

28 

32 

28 

Total $1,020 

$ 798 

$ 418 

Income Tax 

Provision (Credit) 

1999 

1998 

1997 

Current: 




Federal $ 

133 

$ 70 

$(126) 

State and local 

17 

21 

(5) 

Foreign 

i 11*. 

12 

11 


161 

103 

(120) 

Deferred: 




Federal 

169 

124 

240 

State 

7 

3 

— 

Total $ 

337 

S 230 

$ 120 

Effective Tax Rate 
Reconciliation 

1999 

1998 

1997 

Federal income 




tax rate 

35.0% 

35.0% 

35.0% 

State and local taxes, 




net of federal tax benefit 

1.5 

1.9 

(0.8) 

Tax credits 

Equity in net income 

(0.7) 

(0.7) 

(1.9) 

of affiliated companies 
Adjustments to prior 

(1.2) 

(1.4) 

(2.3) 

year’s accruals 

— 

(6.0) 

— 

Other 

(1.6) 

— 

(1.3) 


33.0% 

28.8% 

28.7% 

Deferred Tax 


Year End 

Assets and Liabilities 


1999 

1998 

Deferred tax assets: 




Federal benefit for 




state and foreign taxes 


$ 44 

$ 36 

Discontinued operations 


239 

129 

Accruals and other liabilities 

176 

197 

Capital leases 


86 

98 

Store restructuring 


48 

69 

Other 


14 

84 

Total deferred tax assets 

Deferred tax liabilities: 


607 

613 

Inventory 


336 

279 

Property and equipment 


389 

367 

Other 


19 

24 

Total deferred tax liabilities 


744 

670 

Net deferred tax liabilities 


$ (137) 

$ (57) 


In 1998, the Internal Revenue Service completed its 
examination of the Company’s federal income tax returns 
through 1994. The Company believes that adequate tax 
accruals have been provided for all years. 

Cash paid (received) for income taxes was $59, $(99) 
and $7 in 1999, 1998 and 1997, respectively. 


11J Earnings Per Share 



1999 


1998 


1997 

Continuing net income S 

633 

$ 

518 

$ 

249 

Discontinued operations 

(230) 


— 


— 

Net income $_ 

403 

$ 

518 

$ 

249 

Preferred dividends $_ 

50 

$ 

50 

$ 

_ — 

Basic weighted average shares 

491.7 


492.1 

487.1 

Dilutive effect of stock options 

3.3 


6.1 


4.6 

Convertible preferred securities 

66.7 


66.7 


— 

Diluted weighted average shares 

561.7 


564.9 

491.7 

Basic earnings per share: 






Continuing net income S 

1.29 

$ 

1.05 

$ 

.51 

Discontinued operations 

(.47) 


— 


— 

Net income $ 

.82 

$ 

1.05 

$ 

.51 

Diluted earnings per share: 






Continuing net income $ 

1.22 

$ 

1.01 

$ 

.51 

Discontinued operations 

(.41) 


— 


— 

Net income $ 

.81 

$ 

1.01 

$ 

.51 


The Preferred Securities and preferred dividends were 
not included in the calculation of diluted EPS for 1997 due 
to the anti-dilutive effect on EPS if converted. Had the 
Preferred Securities been included in the calculation, diluted 
EPS would have been higher by $0.02 for fiscal 1997. 

12) Pension Plans and Other Post-Retirement Benefits 

In the second quarter of 1998, the Company 

announced a Voluntary Early Retirement Program for 
certain Kmart distribution center associates over 45 years 
of age with at least 10 years of service by May 31, 1998. 
Of the 1,050 Kmart associates eligible for this program, 
456 accepted the early retirement offer, and the Company 
recorded a charge of $19 ($13 after tax). Payouts under 
this program will be fully funded through existing pension 
plan assets. 

In the fourth quarter of 1997, the Company 

announced a Voluntary Early Retirement Program for 
certain Kmart hourly associates over 45 years of age with 
at least 10 years of service by December 31, 1997. Of the 
28,785 Kmart associates eligible for this program, 11,587 
accepted the early retirement offer, and the Company 
recorded a charge of $114 ($81 after tax). Payouts under 
this program will be fully funded through existing pension 
plan assets. 

Prior to 1996, U.S. Kmart had defined benefit pension 
plans covering eligible associates who met certain require¬ 
ments of age, length of service and hours worked per year. 
Effective January 31, 1996, the pension plans were 
frozen, and associates no longer earn additional benefits 
under the plans. 
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The plans’ assets consist primarily of equity and fixed 
income securities. No contributions were made in fiscal 
1999, 1998 or 1997. The total consolidated pension 
income was $68, $63 and $63 in 1999, 1998 and 1997, 
respectively. 

The following tables summarize the change in benefit 
obligation, change in plan assets, funded status, amounts 
recognized and actuarial assumptions for Kmart’s employee 
pension plans. 

Year End 



1999 

1998 

Change in benefit obligation: 



Benefit obligation at beginning of year 

$ 2,208 

$ 2,055 

Interest costs 

141 

139 

Voluntary early retirement program(VERP) 

— 

19 

Actuarial (gain)/loss 

(300) 

131 

Benefits paid including VERP 

(105) 

.(136) 

Benefit obligation at end of year 

$ 1,944 

$ 2,208 

Change in plan assets: 



Fair value of plan assets at 



beginning of year 

$ 2,098 

$ 1,942 

Actual return on plan assets 

145 

292 

Benefits paid including VERP 

(138) 

(136) 

Fair value of plan assets at 



end of year 

$ 2,105 

$ 2,098 


Year End 


1999 

1998 

Funded status 

$ 161 

$ (110) 

Unrecognized net (gain)/loss 

(110) 

99 

Unrecognized transition asset 

(48) 

(54) 

Net recognized prepaid benefit/(liability) 

$ 3 

$ (65) 

Amounts recognized in the statement of 



financial position consist of: 



Prepaid benefit cost/ 



(Accrued benefit liability) 

$ 3 

$ (109) 

Accumulated other comprehensive income 

— 

44 

Net amount recognized 

$ _3 

$ (65) 

Weighted-average assumptions as of January 31 



Discount rate 

7.5% 

6.5% 

Expected return on plan assets 

10% 

10% 


Year End 


1999 

1998 

1997 

Components of Net Periodic 



Benefit (Income)/Expense 



Interest costs S 141 

$ 139 

$ 139 

Expected return on plan assets (202) 

(195) 

(193) 

Amortization of unrecognized 



transition asset (7) 

(7) 

(9) 

Net periodic benefit $ (68) 

$ (63) 

$ (63) 


The Company has non-qualified plans for directors 
and officers which were partially funded as of years ended 
1999 and 1998 and were unfunded as of year end 1997. 
Benefits under the plans totaled $34 and $37 at the end of 
1999 and 1998, respectively, which have been accrued in 
the accompanying balance sheets. Plan assets totaled $13 
and $11 as of year end 1999 and 1998, respectively. 

Full-time associates who have worked 10 years and 
who have retired after age 55, have the option of partici¬ 
pation in Kmart’s medical plan until age 65. The plan is 
contributory, with retiree contributions adjusted annually. 
The accounting for the plan anticipates future cost-sharing 
changes that are consistent with Kmart’s expressed intent 
to increase the retiree contribution rate annually. The 
accrued post-retirement benefit costs were $54 and $62 at 
the end of 1999 and 1998, respectively. 

13) Retirement Savings Plan 

The Retirement Savings Plan provides that associates 
of Kmart who have completed 1,000 hours of service within 
a twelve month period can invest from 1% to 16% of their 
earnings in the associate’s choice of various investments. 
For each dollar the participant contributes, up to 6% of 
earnings, Kmart will contribute an additional 50 cents 
which is invested in the Employee Stock Ownership Plan. 

The Retirement Savings Plan also has a profit sharing 
feature whereby the Company makes contributions based 
on profits, with minimum yearly contributions required of 
$30. Kmart’s total expense related to the Retirement 
Savings Plan was $94, $68 and $69 in 1999, 1998 and 
1997, respectively. 

14) Stock Option Plans 

The Company applies APB 25 and related interpreta¬ 
tions in accounting for its stock option and restricted stock 
plans. Since stock options were granted at exercise prices 
equal to the stock price on the grant date, under APB 25, 
no compensation cost has been recognized for stock 
options granted under the Company’s stock based com¬ 
pensation plans. 

Had the compensation cost for the Company’s stock 
based compensation plans been determined based on the 
fair value at the grant dates consistent with the method of 
FAS 123, net earnings would have been the pro forma 
amounts shown below. 


Pro Forma Income 

1999 

1998 

1997 

Net income - as reported 

S 403 

$ 518 

$ 249 

EPS - as reported 

.81 

1.01 

.51 

Net income - pro forma 

376 

496 

222 

EPS - pro forma 

.76 

.97 

.45 


To determine these amounts, the fair value of each 
stock option has been estimated on the date of the grant 
using a Black-Scholes option-pricing model with a dividend 
yield of 0%. Options vest over 3 years on a straight-line 
basis with a term of 10 years. 
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1999 1998 1997 


Expected volatility .4506 

Risk-free interest rates 4.93 

Expected life in years 5 

Weighted-average fair 

value per share $ 7.90 $ 

Stock Option Plans (000’s) Shares 

.4230 .3902 

5.32 6.47 

5 5 

7.11 $ 5.37 

Option Price 

January 28, 1998: 



Outstanding 

20,988 

$ 6.31 - $26.03 

Granted 

10,495 

$11.29 - $20.34 

Exercised 

(4,679) 

$ 6.31 - $18.88 

Forfeited 

(2,182) 

$ 7.81 - $26.03 

January 27, 1999: 



Outstanding 

24,622 

$ 7.00-$26.03 

Granted 

6,376 

$ 9.78-$17.56 

Exercised 

(1,723) 

$ 7.81 - $16.28 

Forfeited 

(1,382) 

$ 7.81 - $26.03 

January 26, 2000: 



Outstanding 

27,893 

$ 7.00-$26.03 

Exercisable 

15,638 

$ 7.00-$26.03 

Available for grant 

11,671 



The following table summarizes information about stock 
options outstanding as of January 26, 2000. 


Options Outstanding Options Exercisable 


Range of 

Exercise 

Price 

Number 
of Shares 
Outstanding 
(000‘s) 

Weighted 

Average 

Remaining 

Life 

Weighted 

Average 

Price 

Number 
of Shares 
Exercisable 
(000’s) 

Weighted 

Average 

Exercise 

Price 

$ 7.00 to $10.00 

4,541 

5.7 

$ 7.86 

4,533 

S 7.86 

$10.01 to $15.00 

11,847 

6.6 

$12.29 

8,566 

$12.18 

$15.01 to $26.03 

11,505 

8.2 

$17.12 

2,539 

$17.52 

$ 7.00 to $26.03 

27,893 

U 

$13.56 

15,638 

$11.80 


15) Quarterly Financial Information (Unaudited) 

Earnings per share amounts for each quarter are 
required to be computed independently and may not equal 
the amount computed for the total year. 


1999 Restated (A) 


First 

Second 


Third 

Fourth 

Sales 

$ 

8,078 

$ 

8,781 

$ 

7,962 

$i 

11,104 

Cost of sales 


6,368 


6,851 


6,246 


8,637 

Continuing net income 

$ 

56 

$ 

138 

$ 

27 

$ 

412 

Discontinued operations 


- 


(230) 


- 


- 

Net income (loss) 

$ 

56 

$ 

(92) 

$ 

27 

$ 

412 

Basic earnings (loss) 









per share: 









Continuing net income 

$ 

.11 

$ 

.28 

$ 

.05 

$ 

.85 

Discontinued operations 


- 


(.47) 


- 


- 

Net income (loss) 

$ 

.11 

$ 

(.19) 

$ 

.05 

$ 

.85 

Diluted earnings (loss) 









per share: 









Continuing net income 

$ 

.11 

$ 

.26 

$ 

.05 

$ 

.77 

Discontinued operations 


- 


(.41) 


- 


- 

Net income (loss) 

s 

.11 

$ 

(.15) 

$ 

.05 

$ 

.77 




First 

Second 

Third 

Fourth (B) 

1999 Reported 






Pro 

forma 

Sales 

$ 

8,144 

$ 

8,757 

$ 8,057 

$10,955 

Cost of sales 


6,417 


6,835 

6,317 


8,510 

Continuing net income 

$ 

67 

$ 

134 

$ 43 

$ 

396 

Discontinued operations 


- 


(230) 

- 


- 

Net income (loss) 

$ 

67 

$ 

(96) 

$ 43 

$ 

396 

Basic earnings (loss) 








per share: 








Continuing net income 

$ 

.14 

$ 

.27 

$ .09 

$ 

.82 

Discontinued operations 


- 


(.47) 

- 


- 

Net income (loss) 

$ 

.14 

$ 

(.20) 

$ .09 

$ 

.82 

Diluted earnings (loss) 








per share: 








Continuing net income 

$ 

.14 

$ 

.26 

$ .09 

$ 

.74 

Discontinued operations 


- 


(.41) 

- 


- 

Net income (loss) 

$ 

.14 

$ 

(.15) 

$ .09 

$ 

.74 

Common stock price 








High 

$ 

17-7/8 

$ 

17-5/8 

$14-15/16 

$ 

12-1/4 

Low 


16-1/16 


14-7/8 

9-3/8 


9 

1998 Pro forma (C) 


First 

Second 

Third 

Fourth 

Sales 

s 

7,458 

$ 

8,125 

$ 7,539 

$10,565 

Cost of sales 


5,868 


6,341 

5,876 


8,245 

Continuing net income 


34 


83 

20 


382 

Net income 


34 


83 

20 


382 

Basic earnings per share: 


.07 


.17 

.04 


.77 

Diluted earnings per share: 


.07 


.17 

.04 


.70 

1998 Reported 


First 

Second 

Third 

Fourth 


Sales 

$ 7,515 

$ 8,116 

$ 7,642 

$10,401 

Cost of sales 

5,908 

6,336 

5,954 

8,121 

Continuing net income 

47 

80 

38 

353 

Net income 

47 

80 

38 

353 

Basic earnings per share: 

.10 

.16 

.08 

.72 

Diluted earnings per share: 

.10 

.16 

.08 

.65 

Common stock price 

High 

$18-11/16 

$20-9/16 

$18-11/16 

$16-11/16 

Low 

11 

16-7/16 

11-1/16 

13-12/16 


(A) In consideration of SAB 101, the Company has restated its 
first three quarters of 1999. 

(B) For comparability, pro forma results for the fourth quarter 
of 1999 exclude the effects of SAB 101 and represent results as if 
the change in accounting policy had not occurred. 

(C) For informational purposes only, 1998 quarterly results have 
been presented on a pro forma basis as if SAB 101 had been 
applied to 1998 quarterly results. 
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Corporate Information 


Corporate Address: 

Kmart Corporation Resource Center 
3100 West Big Beaver Road 
Troy, Ml 48084-3163 
(248) 643-1000 

A copy of the Company's 1999 Form 10-K annual 
report to the Securities and Exchange Commission will 
be furnished without charge to any shareholder upon 
written request. All written requests should be 
directed to: 

Kmart Corporation 
Investor Relations Department 
3100 West Big Beaver Road 
Troy, Ml 48084-3163 
(248) 643-1040 

E-mail requests can be sent to 


Kmart Stock Direct: 

A Direct Stock Purchase Plan 

Kmart Stock Direct is a convenient and low-cost way 
to buy Kmart common stock online. Simply go to 
www.bluelight.com and click on "Buy Kmart Stock". 
You can enroll in a matter of minutes, begin investing 
immediately and participate in automatic monthly 
stock purchases. 

Kmart Stock Direct is administered by EquiServe L.P., 
the transfer agent for Kmart Common Stock. 

Sfock Exchanges 

Kmart common stock is listed on the New York, Pacific 
and Chicago Stock Exchanges. 

Trading symbol: KM 

Transfer Agent and Registrar 
Common Stock 


The Kmart Kids Race Against Drugs 
— a fun, free event for boys and girls ages 7 to 12 — 
may be visiting your hometown soon! 

For the 2000 race schedule and more information, call 1 -800-63-Kmart, 


or visit us on the World Wide Web at www.bluelight.com. 
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1999 1998 1997 


Expected volatility 

.4506 

.4230 .3902 

Risk-free interest rates 

4.93 

5.32 6.47 

Expected life in years 

5 

5 5 

Weighted-average fair 



value per share 

S 7.90 $ 

7.11 $ 5.37 

Stock Option Plans (000’s) 

Shares 

Option Price 

January 28, 1998: 



Outstanding 

20,988 

$ 6.31 - $26.03 

Granted 

10,495 

$11.29 - $20.34 

Exercised 

(4,679) 

$ 6.31 - $18.88 

Forfeited 

(2,182) 

$ 7.81 - $26.03 

January 27, 1999: 



Outstanding 

24,622 

$ 7.00-$26.03 

Granted 

6,376 

$ 9.78 - $17.56 

Exercised 

(1,723) 

$ 7.81 - $16.28 

Forfeited 

(1,382) 

$ 7.81 - $26.03 

January 26, 2000: 



Outstanding 

27,893 

$ 7.00-$26.03 

Exercisable 

15,638 

$ 7.00-$26.03 

Available for grant 

11,671 



The following table summarizes information about stock 
options outstanding as of January 26, 2000. 

Options Outstanding Options Exercisable 

Number Weighted Number Weighted 

Range of of Shares Average Weighted of Shares Average . 


First Second Third Fourth (B) 
1999 Reported _ Pro forma 


Sales 

$ 

8,144 

$ 

8,757 

$ 8,057 

$10,955 

Cost of sales 


6,417 


6,835 

6,317 


8,510 

Continuing net income 

$ 

67 

$ 

134 

$ 43 

$ 

396 

Discontinued operations 


- 


(230) 

- 


- 

Net income (loss) 

s 

67 

$ 

(96) 

$ 43 

$ 

396 

Basic earnings (loss) 








per share: 








Continuing net income 

$ 

.14 

$ 

.27 

$ .09 

$ 

.82 

Discontinued operations 


- 


(.47) 

- 


- 

Net income (loss) 

$ 

.14 

$ 

(.20) 

$ .09 

$ 

.82 

Diluted earnings (loss) 








per share: 








Continuing net income 

$ 

.14 

$ 

.26 

$ .09 

$ 

.74 

Discontinued operations 


- 


(.41) 

- 


- 

Net income (loss) 

$ 

.14 

$ 

(.15) 

$ .09 

$ 

.74 

Common stock price 








High 

$ 

17 - 7/8 

$ 

17 - 5/8 

$ 14 - 15/16 

s 

12 - 1/4 

Low 

16 - 1/16 


14 - 7/8 

9 - 3/8 


9 

1998 Pro forma (C) 


First 

Second 

Third 

Fourth 

Sales 

$ 

7,458 

$ 

8,125 

$ 7,539 

$10,565 

Cost of sales 


5,868 


6,341 

5,876 


8,245 

Continuing net income 


34 


83 

20 


382 

Net income 


34 


83 

20 


382 


Basic earnines oer share: .07 




















Corporate Information 


Corporate Address: 

Kmart Corporation Resource Center 
3100 West Big Beaver Road 
Troy, Ml 48084-3163 
(248) 643-1000 

A copy of the Company's 1999 Form 10-K annual 
report to the Securities and Exchange Commission will 
be furnished without charge to any shareholder upon 
written request. All written requests should be 
directed to: 

Kmart Corporation 
Investor Relations Department 
3100 West Big Beaver Road 
Troy, Ml 48084-3163 
(248) 643-1040 

E-mail requests can be sent to 
lnvestorRelations@Kmart.com. 

The annual report is also available online at 
www.bluelight.com in the "About Kmart" section. 


Kmart Stock Direct: 

A Direct Stock Purchase Plan 

Kmart Stock Direct is a convenient and low-cost way 
to buy Kmart common stock online. Simply go to 
www.bluelight.com and click on "Buy Kmart Stock". 
You can enroll in a matter of minutes, begin investing 
immediately and participate in automatic monthly 
stock purchases. 

Kmart Stock Direct is administered by EquiServe L.P., 
the transfer agent for Kmart Common Stock. 

Stock Exchanges 

Kmart common stock is listed on the New York, Pacific 
and Chicago Stock Exchanges. 

Trading symbol: KM 

Transfer Agent and Registrar 
Common Stock 

Fleet National Bank 

c/o EquiServe Limited Partnership 

P.O. Box 8040 

Boston, MA 02266-8040 

1-800-336-6981 

http://www.equiserve.com 


Cautionary Statement Regarding Forward-looking Information 

Statements, other than those based on historical facts, including the Year 2000 statements, which address activities, events, 
or developments that the Company expects or anticipates may occur in the future are forward-looking statements which are 
based upon a number of assumptions concerning future conditions that may ultimately prove to be inaccurate. Actual events 
and results may materially differ from anticipated results described in such statements. The Company's ability to achieve such 
results is subject to certain risks and uncertainties, including, but not limited to, economic and weather conditions which affect 
buying patterns of the Company's customers, changes in consumer spending and the Company's ability to anticipate buying 
patterns and implement appropriate inventory strategies, continued availability of capital and financing, competitive factors, 
and other factors affecting business beyond the Company's control. Consequently, all of the forward-looking statements are 
qualified by these cautionary statements and there can be no assurance that the results or developments anticipated by the 
Company will be realized or that they will have the expected effects on the Company or its business or operations. 
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